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KEY URUGUAYAN ECONOMIC INDICATORS 


(All values in U.S. $ millions calculated at average annual financial exchange rate) 


1975/76 1976/77 
% Change % Change 


Exchange Rates: 1/ Commercial 1 US$= 3 + 47.7 A + 39.8 
Financial 1 USS$= § + 38.7 + 28.2 


INCOME, PRODUCTION AND WAGES 


GDP at Current Prices 

GDP at Constant 1961 Prices. 

Per Cap. GDP, Current Prices ($000) 
Industrial Production Index: 2/ 
Agricultural Production Index: 2/ 
Real Wage Index (1968 = 100) 


MONEY, PRICES, FISCAL PERFORMANCE 


Money Supply (M3; new peso value, 
as of Dec. 31) 

Consumer Price Index (1968 = 100) 

Fiscal Deficit (as % of expend.) 

Public Invest. (as % of expend.) 


TRADE AND EXTERNAL ACCOUNTS 


Net Gold & Foreign Exc. Reserves: 3/ 

Foreign Debt: 4/ 1139. 

Annual Debt Service: 5/ 228. 

Balance of Payments: Goods, 

Services, Transfers (net) - 73. 
Capital Account (net) +169. 

Balance of Trade: - 40. -- 
Exports (FOB) 546. + 43. 
Imports (CIF) 587’. $5b3. 
Exports to U.S. 58. +126. 
Imports from U.S. 49. - 8. 


Main 1977 Imports from U.S. (1976 equiv. in brackets): 
Chemicals 15.5 (16.1), Machinery and transport, 25.4 (18. 


Main 1977 Exports to the U.S. (1976 equiv. in brackets): 
Leather-wearing apparel 24.7 (21.0), shoes 20 (12.8), woolen-wearing apparel 9.5 (3.0), 
leather handbags 4.5 (1.5) 


Footnotes: 

1/ The commercial rate is used for import/export transactions and the financial 
rate is determined by the floating foreign exchange market. 

2/ Physical volume index based on 1961 = 100. 

3/ Of the banking system, official and commercial; defined as gross revenues minus 
short-term debt; gold valued at $120/troy ounce. (End of year data) 

4/ Of the banking system, official and commercial. (End of year data) 

5/ Interest and amortization on both public and private debt. 


Source: Banco Central del Uruguay,except U.S. trade (U.S. and Uruguayan official 
data). 





SUMMARY AND OVERVIEW 


For the architects of Uruguay's commercial, production and mone- 
tary policies, 1977 was a year of mixed results. While the slowed 
economic activity and heightened import hurdles of its neighbors, 
Brazil and Argentina, cut its export growth, Uruguay found new 
opportunities for its leather goods and textiles in the U.S. market. 
(Associated export incentives, however, led to U.S. countervailing 
duty actions. These produced a one year phase-out agreement on 
leather subsidies and the beginning of a Treasury investigation on 
incentives the Uruguayan government applies to textile exports.) 
While an expanded commercial deficit was recorded, capital inflows 
generously covered the gap and added sizeably to reserves. Poli- 
cies weakening the stimulus to agricultural production combined 
with severe rain damage to crops to cut traditional agricultural 
exports, raise food imports and deter further progress in lowering 
the inflation rate. In fact, monetary expansion pressed inflation 
further, up to an annual rate of nearly 60 percent. Meanwhile the 
real wage index dropped again by more than 10 percent leaving the 
domestic market stagnant. Industrial production, construction and 
official unemployment indices, however, showed improvement over 
the year. 


The results thus far in 1978 show considerable improvement, based 
on widely applauded economic policy reforms. Central to rising 
future prospects was the midyear announcement of a’general liber- 
alization of prices and marketing control on agricultural products, 
especially in the livestock sector. There is new optimism that 
government policy reflects an appreciation that agriculture, and 
particularly meat production, provides Uruguay's clearest compara- 
tive advantage in international markets and provides assured raw 
materials for its manufacturing sector. The government also has 
considerable support for its monetary policy which is cutting 
inflation to an estimated 40-45 percent annual rate, creating 
cheaper domestic financing and continuing reserve accumulation. 
Finally, measures implementing earlier reform goals are expected 
to be approved before the end of the year, especially those fixing 
a six year schedule for major reductions in import charges, begin- 
ning in 1979, and a restructuring of the tax system to place the 
weight of social charges in the value added tax on consumption. 
Taken together, the agricultural reform, import charge reductions, 
and continuing infrastructural projects add up to an opening of 
the economy which presents important export possibilities for U.S. 
firms. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Trade Developments 


While the internal market continues stagnant under further declines 
in real consumer purchasing power, export trade is providing slow 
growth. Through June, 1978 total exports grew nearly 10: percent 
(to $324 million) over the same period of 1977. Virtually all 
growth came from nontraditional exports. In 1977 these added 





up to 57 percent of the total, growing nearly 20 percent over 
1976 levels. Nevertheless, the balance of trade registered a 
minus $122 million in 1977, triple the 1976 deficit. Part of 
the explanation lay in a fall in both volume and value of beef 
exports to 139,000 tons and $123 million, reflecting problems of 
internal pricing policies. Further cause was to be found in 
across-the-board increases in imports by an average 22 percent, 
while exports grew at a rate of 13 percent. 


Exports or textile products were particularly strong, and were the 
largest single export category in 1977 at $165.6 million. The 
first six months of 1978 showed continuing strong growth, particu- 
larly in woolens, which were up 25 percent. (Pressures of that 
success in the U.S. market also prompted a countervailing duty 
petition and Treasury investigation on textiles and textile pro- 
ducts to be concluded in late 1978.) By broad category, exports 
of animals and animal products were second in 1977 with $139.1 
million. The total export value of leather, leather products, and 
hides and skins continued upward, reaching $109 million for the 
same year. Moderate growth continues in 1978. 


Brazil was still Uruguay's dominant source of imports in 1977 with 
14 percent of the total. In April 1978, Uruguay negotiated what 
it considered a nearer balance in the bilateral trade agreements 
between the two countries, providing greater Uruguayan export 
prospects. Argentina was the second supplier of Uruguay's imports 
at 12 percent. The United States was in third position with 10.6 
percent of the total. 


While the renegotiated bilateral trade agreement with Brazil and 
other marketing successes will invigorate 1978 nontraditional 
exports, continuing programmed reductions in official export in- 
centives will make competition more clearly felt. (See especially 
leather products section below.) Prices for meat exports are 

down slightly as is volume of sales, although volume may improve 
significantly in late 1978. Increased Brazilian purchases (45,000 
tons to mid-year) have been helpful. Wool prices are holding and 
volume for the year should top 1977 levels. 


On January 1, 1978, the government took another step toward trade 
liberalization by beginning to implement a new unified import 
regime called the Impuesto Aduanero Unico a la Importacti6n, or 
IMADUNI. The new regime is designed to replace a number of minor 
nuisance taxes, fees and customs procedures in order to simplify 
and speed up the process of importation, but with no real change 
in effective tariff rates. The Government has also announced its 
intention to begin a programmed six year reduction of import 
charges, starting with a first cut on January 1, 1979. Its 
announced intention is to achieve an average 30-40 percent indus- 
trial protection in the final year, down from current levels of 
over 100 percent. Other trade liberalizing policies announced 
this year include a general opening of agricultural imports with 
an average import duty of 30 percent and permanent removal of 
duties and charges on agricultural inputs such as fertilizer, 
most agricultural machinery, etc. 





Monetary Policy and Finance 


Strong growth in credit within the Uruguayan financial system 
pushed the rate of inflation up again in 1977 to a level of nearly 
60 percent. Monetary policies strongly favored foreign currency 
borrowing which brought major increases in the inward capital flow, 
provided more than ample coverage of the commercial deficit, and 
finally brought reserves within the system up to a healthy $500 
million. Official financial programs providing loans against 
letters of credit for export transactions provided added monetary 
growth. On the other hand, the low government deficit of 8 per- 
cent added little to inflationary pressures. The year ended with 
changes in Central Bank policies which brought back preference 

for peso deposits and peso borrowing and a concurrent lowering of 
peso credit costs. To date in 1978 the Central Bank is attempting 
to cut the cost of credit/investment through reduced bank reserve 
reguirements, but at the same time it is monitoring credit avail- 
ability to attain a probable 40-45 percent rate of inflation for 1978. 


While reserves were growing, total foreign debt also climbed some 
15 percent to $1,311 million. However, with Uruguay's growing 
access to international financial markets permitting longer term 
financing at improving rates, the downward trend in the relative 
weight of debt service was affected minimally. From 1975 to 1977 
the ratio of debt service to exports declined from 0.77 to 0.28 


While the relative size of total foreign debt measured against 
annual exports moved from 0.40 to 0.53. 


The exceptional level of international liquidity during 1978 has 
worked strongly in Uruguay's favor, permitting it to capitalize 
on the credit worthiness recently achieved. Major commercial 
borrowing included $45 million for ANCAP (the official petroleum 
agency) and $85 million for Central Bank refinancing and fishing 
industry development, both from Bank of America-led consortia, 
and a $100 million loan from a Citibank-led consortium to finance 
construction of the Palmar Dam. Terms of these loans have helped 
to improve the country's debt profile. Internally, the probable 
opening of new casas bancarias (non-deposit-collecting financial 
corporations) and banking realignments are tending to provide 
growing local financial competition. 


Fiscal Performance 


The government continued its improvement in tax administration 
during 1977, providing favorable fiscal results by year's end. 
From the 1976 level of 13.7 percent of the Gross Domestic Product 
(GDP), central government revenues rose to an estimated 14.6 in 
1977. With a further reduction in current expenditures the ratio 
of such outlays to the GDP moved down from 1976's 14.4 percent to 
13.6. The weight in Treasury accounts of tax credits (reintegros) 
given for the export of specific products was also lessened as 
another 20 percent reduction brought them down to 60 percent of 





1975 levels. The result was to bring the operating deficit down 
to below 8 percent of expenditures, or slightly above one percent 
of GDP. Moreover, capital, as opposed to official current account 
expenditures, showed a steady increase from 1975's 1.8 percent of 
GDP to 1977's level of 2.1 and to a projected 2.7 for 1978, all 
reflecting investment in dams, roads, and other government capital 
projects. . 


Agricultural and Industrial Production 


Gross Domestic Product increased during 1977 by an estimated 3.4 
percent. Component parts of that growth, however, were a mix of 
5.5 percent in manufacturing and 10 percent in construction com- 
bined with a decline in the value of agricultural production of 

6.5 percent. Climatic factors hit agriculture and accentuated the 
losses created by pricing policies in the livestock sector to bring 
about the latter result. 


In the most important redirection of production policy in decades, 
the government announced a basic liberalization of the sector in 
August 1978. For the cattle industry the changes were fundamental, 
releasing the internal prices from government control and permitting 
packing houses to supply either the local market or markets abroad. 
It also began the process of selling a number of inefficient 
packing houses that had long been subsidized. Import charges 

on farm machinery and inputs are being largely removed as well. 

By September internal beef prices were roughly equivalent to inter- 
national prices. Producers--long given minimum price incentive to 
produce more--were receiving prices up by a half over 1977 levels. 
As a consequence, pasture land prices were indicating new optimism 
in the countryside. Recovery of higher stock and production levels, 
however, will require three to four years. Field crop, fruits and 
vegetable policies remain to be defined, but general indications 
are for freer markets and available import competition with an 
average 30 percent import charge. Meanwhile the government has had 
to import 100,000 tons of wheat (from the U.S.) and probably faces 
higher importations in 1979. Similar major imports of potatoes 
were required. 


In the industrial sector, the government continues to work toward 
elaboration of a program to reduce the current high levels of 
industrial protection and to set new levels exposing national 
products to international competition. The announced program 

(in broadest outline) would begin by setting a 90 percent maximum 
surcharge protection in any product line as of January 1, 1979, 
and effect annual straight-line reductions in charges over a six 
year period. The final target is an average protection of 30-40 
percent. Official credit to permit industrial conversion has 
been promised. 


INDUSTRIAL DEVELOPMENTS 


Food Processing Industry. A USAID $5 million loan is being used 
to promote the development of the country's food processing industry. 
Three projects have been approved with a total investment of $4.6 





8 


million including AID loan portions totaling $1.3 million. Four 
additional projects, having AID loan portions totaling $2 million, 
may be approved during 1978. The loans will be used principally 

to finance the purchase of imported food processing equipment. 

A group of Uruguayan industrialists in this line traveled to 
Chicago in February under the Department of Commerce's Foreign 
Buyer Program to attend the International Exposition for Food 
Processors. Agro-industrial cooperatives have benefitted by recent 
legislation extending to the members of such associations special 
lines of credit for the purchase of capital equipment. 


Shoes, Handbags and Leather Wearing Apparel. The leather products 
industry has grown phenomenally in the past four years. Responding 


to more realistic exchange rates, export promotion, and a welcome 
to foreign investment, local producers have reoriented and expanded 
production to meet international standards and make major sales in 
the U.S. market. (Recent market surveys indicate, however, that 
the outlook for U.S. sales of capital equipment is not favorable.) 
Concurrently, shoes, leather handbags, and leather clothing are 
Uruguay's leading nontraditional exports. Shoe exports to the U.S. 
alone topped $20 million in value during 1977, while all leather 
product exports to that market neared $50 million. All leather 
products were subject to a U.S. countervailing duty investigation 
during 1977 and, as a result, the Uruguayan government has agreed 
to withdraw specific subsidies by January 1979. 


Fishing. The fishing industry continues to grow rapidly under the 
promotion of the 1973 National Fishing Plan with a projected mar- 
ketable catch of 200,000 tons by 1980. The 1977 coastal fishing 
catch approached 60,000 tons (nominal) which produced an export 
income of $12 million. An FAO study estimated that the exploitable ' 
potential of deep sea resources alone within Argentine-Uruguayan 
waters is an annual catch of 510,000 tons of sardine, 20,000 tons 

of jurel and 20,000 tons of other species. Total investment to 

date in fishing is estimated at $9 million for boats and $16 million 
in processing facilities. An estimated additional $16 million will 
be invested in the industry and ancillary port facilities. Fishing 
authority officials project purchase of 30-40 additional boats in 
the next few years, having reportedly received financing offers or 
investment from Germany, Holland and South Africa/Switzerland 
during 1977. Brazil remains the market for much of the industry's 
product, but the U.S. in 1978 has become the largest buyer. 


Energy. Civil works construction on the Salto Grande hydroelectric 
dam on the Rio Uruguay (scheduled for completion in 1979) continues 
on schedule. Two of the projected twelve hydroelectric turbines 
may be installed and operable by 1979. Work on the Palmar hydro- 
electric project (scheduled for completion in 1982) is progressing. 
Brazil announced that work will begin in 1978 to prepare the sites 
of the Paso Talavera and Centuri6n dams on the lower Rio Yaguar6n. 
Both of the associated irrigation projects are part of a program 

of developmental and technical cooperation between Uruguay and 
Brazil in the border area. 





On the basis of two previously unsuccessful drilling efforts, 
Chevron has abandoned offshore oil exploration in Uruguay. How- 
ever, ANCAP, the GOU's petroleum agency, has contracted with 
Geophysical Services of the United States to conduct further off- 
shore studies. In coordination with APF, the Argentine petroleum 
agency, ANCAP began its own oil exploration in the Santa Lucia 
River Basin near Montevideo. 


Aviation. The Uruguayan national airline, PLUNA, has purchased 
two used Boeing 727 jets for delivery this year. The Uruguayan 
Bank of the Republic will finance the $10.5 million purchase. The 
planes will be used for passenger flights to Brazil, Bariloche in 
Argentina, Paraguay and possibly Chile. AERO Uruguay, Uruguay's 
new cargo transport airline, began charter service to the United 
States and expects to increase and expand its routes and service 
later this year. Airport modernization and increased GOU efforts 
to upgrade airport security indicate U.S. commercial opportunities. 


Wages and Employment. Real wages continued to decline in 1977 with 
the average worker losing around ten percent. Officially decreed 
minimum wage adjustments failed to compensate for the rising level 
of inflation (nearly 60 percent in 1977). However, according to 
official data, the cost of living index increased by 18.8 percent 
in January-June 1978, compared to 29.1 percent in the first half 

of 1977. National unemployment figures moved from mid-year 1977's 
12.8 percent to 10.8 percent in December 1977. Unemployment 
remains concentrated among construction and former government 


workers, while a modest increase in employment in the manufacturing 
sector was registered in 1977. 


IMPLICATIONS FOR THE UNITED STATES 


Although small in real terms, Uruguay's trade with the United 
States has grown substantially. Total two-way trade in 1977 
reached $158 million, -up from $107 million in 1976 and $79 million 
in 1975. Uruguayan imports from the U.S. amounted to $71 million; 
Uruguayan exports to the U.S. reached $87 million. Uruguayan 
imports of U.S. goods in 1977 increased by 5l percent; Uruguayan 
1977 capital goods imports from the United States were up 23 
percent above 1976 levels. U.S. sales should continue to expand 
as Uruguay's export sales and need for new equipment and raw 
materials increase. The country is also host to about $100 
million plus of U.S. investment. 


A number of major projects that will modernize the country's infra- 
structure and industrial production are underway or planned for 

the near future. These include large hydroelectric dams (on the 
Rio Uruguay and the Rio Yaguar6n between Uruguay and Brazil), 
expansion of Montevideo's sewage and water systems, moderni- 

zation of microwave and general telecommunications, installation 

of a natural gas pipeline, port improvements and fisheries develop- 
ment. Uruguay's purchases for these major projects will increase 
trade opportunities. As for openings for U.S. investment, the 
position of Uruguay between Argentina and Brazil adds opportunities 
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under LAFTA complementation agreements and bilateral trade pacts 
with those countries. In the private sector, there will be a 
growing market for agricultural machinery, fishing equipment and 
related processing and refrigeration equipment, as well as for 
food processing and packaging equipment. Uruguayan meat packers, 
determined to diversify production, will continue to investigate 
the purchase of U.S. cooked and corned beef canning lines. Impor- 
tant sales to meat packers and fruit processors have already taken 
place and should continue. Given Uruguay's comparative advantage 
in the export of agro-industrial products, IBRD and AID have on- 
going industrial sector loans providing medium and long-term 
credits, and technical assistance for development of export- 
oriented industries. Important opportunities exist for U.S. 
investment in such industries and/or commercial arrangements for 
marketing their output. 


If Uruguay continues to opt for economic reform and can implement 
longer term production policies, there will be increased sales 
opportunities for suppliers of U.S. capital equipment and raw 
materials. In the majority of cases, companies seeking to enter 
the Uruguayan market will find appointing a local sales agent to 
be the most effective first step, although establishing manufac- 
turing facilities or investing in agribusiness production should 
not be discounted. 


In the long run, U.S. manufacturers can expect to face continued 


and increased competition from Argentina and Brazil. In addition 
to their cultural ties and geographical proximity, those countries 
are offering very favorable export financing for their products. 
U.S. firms with Brazilian or Argentine subsidiaries are benefiting 
accordingly. However, to the extent that liberalization continues, 
opportunities for a wider range of U.S. exports will also be 
correspondingly enhanced. 
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